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INDEPENDENT AUDITOR’S REPORT 

 

 

Covenant House Academy Detroit 

1450 – 25
th

 St.  

Detroit, MI 48216 

 

 

Report on the Financial Statements 

 

We have audited, the accompanying financial statements of the governmental activities, each major 

fund, and the aggregate remaining fund information of Covenant House Academy Detroit, as of and for 

the year ended June 30, 2017, and the related notes to the financial statements, which collectively 

comprise the Covenant House Academy Detroit‘s basic financial statements as listed in the table of 

contents. 

 

Management’s Responsibility for the Financial Statements 

 

Management is responsible for the preparation and fair presentation of these financial statements in 

accordance with accounting principles generally accepted in the United States of America, this includes 

the design, implementation, and maintenance of internal control relevant to the preparation and fair 

presentation of financial statements that are free from material misstatement, whether due to fraud or 

error. 

 

Auditor’s Responsibility 

 

Our responsibility is to express opinions on these financial statements based on our audit.  We 

conducted our audit in accordance with auditing standards generally accepted in the United States of 

America and the standards applicable to financial audits contained in Government Auditing Standards, 

issued by the Comptroller General of the United States. Those standards require that we plan and 

perform the audit to obtain reasonable assurance about whether the financial statements are free from 

material misstatement. 
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An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 

the financial statements.  The procedures selected depend on the auditor’s judgment, including the 

assessment of the risks of material misstatement of the financial statements whether due to fraud or 

error. In making those risk assessments, the auditor considers internal control relevant to the entity’s 

preparation and fair presentation of the financial statements in order to design audit procedures that are 

appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of 

the entity’s internal control.  Accordingly, we express no such opinion.  An audit also includes 

evaluating the appropriateness of accounting policies used and the reasonableness of significant 

accounting estimates made by management, as well as evaluating the overall presentation of the 

financial statements. 

 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 

our audit opinions. 

 

Opinions 

 

In our opinion, the financial statements referred to above present fairly, in all material respects, the 

respective financial position of the governmental activities, each major fund, and the aggregate 

remaining fund information of the Covenant House Academy Detroit, as of June 30, 2017, and the 

respective changes in financial position, and, where applicable, cash flows thereof for the year then 

ended in accordance with accounting principles generally accepted in the United States of America. 

Other Matters 

 

Required Supplementary Information 

 

Accounting principles generally accepted in the United States of America require that the management’s 

discussion and analysis and budgetary comparison information on pages 6 through 11 and 31 be 

presented to supplement the basic financial statements.  Such information, although not a part of the 

basic financial statements, is required by the Governmental Accounting Standards Board, who considers 

it to be an essential part of financial reporting for placing the basic financial statements in an appropriate 

operational, economic, or historical context.  We have applied certain limited procedures to the required 

supplementary information in accordance with auditing standards generally accepted in the United 

States of America, which consisted of inquiries of management about the methods of preparing the 

information and comparing the information for the consistency with management’s responses to our 

inquiries, the basic financial statements, and other knowledge we obtained during our audit of the basic 

financial statements.  We do not express an opinion or provide any assurance on the information because 

the limited procedures do not provide us with the sufficient evidence to express an opinion or provide 

any assurance. 
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Other Information 

 

Our audit was conducted for the purpose of forming opinions on the financial statements that 

collectively comprise the Covenant House Academy Detroit’s basic financial statements.  The 

introductory section is presented for purposes of additional analysis and is not a required part of the 

basic financial statements.  The schedule of expenditures of federal awards is presented for purposes of 

additional analysis as required by Title 2 U.S. Code of Federal Regulations Part 200, Uniform 

Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards, and is also 

not a required part of the basic financial statements. 

 

The schedule of expenditures of federal awards are the responsibility of management and were derived 

from and relate directly to the underlying accounting and other records used to prepare the basic 

financial statements.  Such information has been subjected to the auditing procedures applied in the 

audit of the basic financial statements and certain additional procedures, including comparing and 

reconciling such information directly to the underlying accounting and other records used to prepare the 

basic financial statements or to the basic financial statements themselves, and other additional 

procedures in accordance with auditing standards generally accepted in the United States of America.  In 

our opinion, the schedule of expenditures of federal awards is fairly stated in all material respects in 

relation to the basic financial statements as a whole. 

 

The introductory and statistical sections have not been subjected to the auditing procedures applied in 

the audit of the basic financial statements and, accordingly, we do not express an opinion or provide any 

assurance on them. 

 

Other Reporting Required by Government Auditing Standards 

 

In accordance with Government Auditing Standards, we have also issued our report dated October 26, 

2017, on our consideration of the Covenant House Academy Detroit’s internal control over financial 

reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts, and 

grant agreements and other matters.  The purpose of that report is solely to describe the scope of our 

testing of internal control over financial reporting and compliance and the results of that testing, and not 

to provide an opinion on the effectiveness of the Covenant House Academy Detroit’s internal control 

over financial reporting or on compliance.  That report is an integral part of an audit performed in 

accordance with Government Auditing Standards in considering Covenant House Academy Detroit’s 

internal control over financial reporting and compliance. 

 

DARNELL & MEYERING, P.C. 

 
Taylor, Michigan 

October 26, 2017 
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Covenant House Academy Detroit 

Management’s Discussion and Analysis 

  

This section of the Covenant House Academy Detroit (the Academy’s”) annual financial report presents 
our discussion and analysis of the Academy’s financial performance during the year ended 
June 30, 2017. Please read it in conjunction with the Academy’s financial statements, which immediately 
follow this section. 

Using this Annual Report 

This annual report consists of a series of financial statements and notes to those statements. These 
statements are organized so the reader can understand Covenant House Academy Detroit financially as 
a whole. The government-wide financial statements provide information about the activities of the 
whole Academy, presenting both an aggregate view of the Academy’s finances and a longer-term view 
of those finances. The fund financial statements provide the next level of detail. For governmental 
activities, these statements tell how services were financed in the short-term as well as what remains 
for future spending. The fund financial statements look at the Academy’s operations in more detail than 
the government-wide financial statements by providing information about the Academy’s most 
significant funds - the General Fund. This report is comprised of the following elements: 
 

 

Management’s Discussion and Analysis (MD&A) 
(Required Supplemental Information) 

Basic Financial Statements 

Government-wide Financial Statements  Fund Financial Statements 

Notes to the Basic Financial Statements 

(Required Supplemental Information) 
Budgetary Information for Major Fund 
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Covenant House Academy Detroit 

Management’s Discussion and Analysis (Continued) 

  

Reporting the Academy as a Whole - Government-wide Financial Statements  

One of the most important questions asked about the Academy is, “As a whole, what is the Academy’s 
financial condition as a result of the year’s activities?” The statement of net position and the statement 
of activities, which appear first in the Academy’s financial statements, report information on the 
Academy as a whole and its activities in a way that helps you answer this question. We prepare these 
statements to include all assets and liabilities, using the accrual basis of accounting, which is similar to 
the accounting used by most private-sector companies. All of the current year’s revenues and expenses 
are taken into account regardless of when cash is received or paid. These two statements report the 
Academy’s net position - the difference between assets and liabilities, as reported in the statement of 
net position - as one way to measure the Academy’s financial health or financial position. Over time, 
increases or decreases in the Academy’s net position - as reported in the statement of activities - are 
indicators of whether its financial health is improving or deteriorating. The relationship between 
revenues and expenses is the Academy’s operating results. However, the Academy’s goal is to provide 
services to our students, not to generate profits as commercial entities do. One must consider many 
other nonfinancial factors, such as the quality of the education provided and the safety of the schools, 
to assess the overall health of the Academy. The statement of net position and the statement of 
activities report the governmental activities for the Academy, which encompass all of the Academy’s 
services, including instruction, support services, and community services. Unrestricted State aid 
(foundation allowance revenue), and State and federal grants finance most of these activities. 

Reporting the Academy’s Most Significant Funds - Fund Financial Statements 

The Academy’s fund financial statements provide detailed information about the most significant fund - 
not the Academy as a whole. The governmental funds of the Academy use the following accounting 
approach: 

Governmental funds - All of the Academy’s services are reported in governmental funds. 
Governmental fund reporting focuses on showing how money flows into and out of funds and the 
balances left at year end that are available for spending. They are reported using an accounting 
method called modified accrual accounting, which measures cash and all other financial assets that 
can readily be converted to cash. The governmental fund statements provide a detailed short-term 
view of the operations of the Academy and the services it provides. Governmental fund information 
helps you determine whether there are more or fewer financial resources that can be spent in the 
near future to finance the Academy’s programs. We describe the relationship (or differences) 
between governmental activities (reported in the statement of net position and the statement of 
activities) and governmental funds in a reconciliation. 
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Covenant House Academy Detroit 

Management’s Discussion and Analysis (Continued) 

  

 

The Academy as a Whole 

Recall that the statement of net position provides the perspective of the Academy as a whole. Table 1 
provides a summary of the Academy’s net position as of June 30:  

 

The total net position is an excess of revenue over expenditures during the past four years.  Under the 
terms of the management agreement, Youth Vision Solutions is paid a specific percentage of the state 
and federal revenues that the Academy receives. 

The above analysis focuses on the net position (see Table 1).  The Academy’s net position was $159.4 
and $244.1 thousand at June 30 2017 and 2016, respectively.   The net position invested in capital assets 
is $0 thousand, restricted for scholarships is $1.9 thousand, and the remaining $157.6 thousand of net 
position is unrestricted.  The unrestricted net position enables the Academy to meet working capital and 
cash flow requirements as well as to provide for future uncertainties.  The operating results of the 
General Fund will have a significant impact on the change in unrestricted net position from year to year. 

 

 

 

TABLE 1 

2017 2016 

Assets  

Current and other assets 1,327.7 $            

Capital assets 

$           1,607.4 

11.8                    

Total assets $           1,607.4 1,339.5               

Liabilities  -Current liabilities $          1,447.9 1,095.4               

Net Position 

Net investment in capital assets 11.8                    

Restricted - Scholarships 4.3                      

Unrestricted 

                     1.9 
                 157.6                    228.0                  

Total net position           159.4 $               244.1 $            

Governmental Activities 

(in thousands) 

June 30 
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Covenant House Academy Detroit 

Management’s Discussion and Analysis (Continued) 

  

The results of this year’s operations for the Academy as a whole are reported in the statement of 
activities (Table 2), which shows the changes in net position for fiscal years 2017 and 2016.  

 

The Academy’s operating grants are reimbursement based, so the amount of expenditures directly 
affects the amount of revenue.   

 

 

 

 

 

TABLE 2 

2017 2016 

Revenue 

Program revenue: 
Operating grants and contributions $            954.6 1,192.8               

General revenue: 

State foundation allowance  4,700.1 4,277.1               

Other        15.2 1,494.2               

Total revenue $        5,669.9 6,964.1               

Functions/Program Expenses 

Instruction $        1,743.3 2,261.9 $            

Support services 3,934.9 4,637.1               

Community services      76.4 83.5                    

Total functions/program expenses $       5,754.6 6,982.5               

Change in Net Position    (84.7) (18.4)                  

Net Position  - Beginning of year 244.1                  262.5                  

Net Position  - End of year $         159.4 244.1 $            

(in thousands) 

Governmental Activities 
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Covenant House Academy Detroit 

Management’s Discussion and Analysis (Continued) 

  

As reported in the statement of activities, the cost of all of our governmental activities this year was 
$5.7 million.   Certain activities were partially funded by other governments and organizations that 
subsidized certain programs with grants and contributions of $954.6 thousand.  We paid for the 
remaining “public benefit” portion of our governmental activities with $4.7 million in state foundation 
allowance, and with our other review, i.e., interest and unrestricted donations. 

The Academy’s Funds 
 

As we noted earlier, the Academy uses funds to help it control and manage money for particular 
purposes. Looking at funds helps the reader consider whether the Academy is being accountable for the 
resources taxpayers and others provide to it and may provide more insight into the Academy’s overall 
financial health. 

As the Academy completed this year, the governmental fund reported a fund balance of $159.5 
thousand. 
 
General Fund balance is available to fund costs related to allowable school operating purposes. 

General Fund Budgetary Highlights 

Over the course of the year, the Academy revises its budget as it attempts to deal with unexpected 
changes in revenues and expenditures. State law requires that the budget be amended to ensure that 
expenditures do not exceed appropriations. The final amendment to the budget was actually adopted 
just before year end. A schedule showing the Academy’s original and final budget amounts compared 
with amounts actually paid and received is provided in required supplemental information of these 
financial statements. 

There were revisions made to the 2016-2017 General Fund original budget. Budgeted revenues were 
decreased $675,000 due to an unexpected change in certain categorical revenue from the State and an 
unanticipated decrease in foundation allowance payments due to actual student enrollment less than 
original estimates. 

Budgeted expenditures were also decreased $667,000 to account for the decrease in salaries, purchased 
professional services and operations resulting from the Academy’s revised operating plan due to the 
fluctuations in revenue. 

There were significant variances between the final budget and actual amounts. 

Capital Assets and Debt Administration 
 
Capital Assets 

As of June 30, 2017, the Academy has capital assets with an original cost of $937.6 thousand and a net 
depreciated book value of $0 consisting of computer equipment and furniture. 
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Covenant House Academy Detroit 

Management’s Discussion and Analysis (Continued) 

  

.Debt 

As of June 30, 2017, the Academy has no debt. 
 
Economic Factors and Next Year’s Budgets and Rates 

Our elected officials and administration consider many factors when setting the Academy’s 2018_fiscal 
year budget. One of the most important factors affecting the budget is our student count. The State 
foundation revenue is determined by multiplying the blended student count by the foundation 
allowance per pupil. The blended count for the 2017 fiscal year is 90 percent and 10 percent of the 
October 2016 and February 2016 student counts, respectively.  The 2018 budget was adopted in June 
2017, based on an estimate of students that will be enrolled in October 2017.  Approximately 80 percent 
of total General Fund revenue is from the foundation allowance.  As a result, Academy funding is heavily 
dependent on the State’s ability to fund local school operations.  Based on early enrollment data at the 
start of the 2017 school year, we anticipate that the fall student count will be near estimates used in 
creating the 2017 budget.  Once the final student count and related per pupil funding is validated, State 
law requires the Academy to amend the budget if actual Academy resources are not sufficient to fund 
original appropriations. 

Since the Academy’s revenue is heavily dependent on State funding and the health of the State’s School 
Aid Fund, the actual revenue received depends on the State’s ability to collect revenues to fund its 
appropriation to Academies. The State periodically holds a revenue-estimating conference to estimate 
revenues. Based on the results of the most recent conference, the State estimates funds are sufficient to 
fund the appropriation.  
 
Contacting the District’s Management 
 
This financial report is intended to provide our taxpayers, parents, and investors with a general overview 
of the District’s finances and to show the District’s accountability for the money it receives. If you have 
any questions about this report or need additional information, we welcome you to contact the Business 
Office.
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Governmental 

Activities 

Current assets:

Cash and equivalents 651,591$          

Receivables:

   Other governmental units 955,831 

     Total current assets 1,607,422 

Noncurrent assets:

Capital assets 937,616 

Less accumulated depreciation  (937,616)

     Total noncurrent assets  - 

     Total assets 1,607,422         

Liabilities:
Accrued interest payable 5,077                

Oversight fees payable 24,723              

Management fees payable 1,242,819 

State anticipation note payable 125,312 

Due to lunch fund

Unearned revenue 50,000 

     Total  liabilities 1,447,931 

Net position:

Restricted for Scholarships 1,890 

Unrestricted 157,600 

     Total net position 159,490$          

Covenant House Academy Detroit

Statement of Net Position

 June 30, 2017

Assets:

The notes to the financial statements are an integral part of this statement.
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Governmental 

Activities 

Net (expense) 

Revenue and  

Charges for Operating Grants Changes in 

Functions/programs Expenses Services & Contributions Net Position 

Contract Service Fees:

 Governmental activities:

  Instruction 1,743,319$        -$                    402,453$           (1,340,866)$     

  Support services 3,934,939  - 541,255  (3,393,684)

  Community Services 76,371  - 10,925  (65,446)

Total governmental activities 5,754,629$        -$                    954,633$           (4,799,996)       

General revenues:

  State of Michigan school aid unrestricted 4,700,124 

  Investment revenue 852 

  Miscellaneous 14,359 

     Total general revenues 4,715,335 

Change in net position  (84,661)

Net position, beginning of year 244,151 

Net position, end of year 159,490$         

Covenant House Academy Detroit

Statement of Activities

Year Ended June 30, 2017

Program Revenues 

The notes to the financial statements are an integral part of this statement.
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General 

Fund 

Assets:

Cash and equivalents 651,591$              
Receivables:

   Other governmental units 955,831 

     Total assets 1,607,422$           

Liabilities, Deferred Inflows of Resources and Fund Balances

Liabilities:

Accrued interest payable 5,077$                  

Oversight fees payable 24,723                  

Management fees payable 1,242,819 

State anticipation note payable 125,312 

Unearned revenue 50,000 

     Total liabilities 1,447,932 

Fund Balances:

Assigned for Board Expenses 1,893$                  

Unassigned 157,597                

     Total Fund Balance 159,490 

Total Liabilities, Deferred Inflows of Resources and Fund Balances 1,607,422$           

Total governmental fund balances 159,490$    

Amounts reported for governmental activities in the statement of 

net position are different because:

Capital assets used in governmental activities are not

financial resources and are not reported in the funds:

The cost of capital assets is 937,616$              

Accumulated depreciation is  (937,616)
Accrued interest payable is not included as a liability in governmental funds  - 

Net position of governmental activities 159,490$    

Covenant House Academy Detroit

Balance Sheet

Governmental Fund

June 30, 2017

The notes to the financial statements are an integral part of this statement.
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General 

Fund 

Revenues:

  Local sources 15,211$           

  State sources 4,700,124        

  Federal sources 980,957           

                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                

          Total revenues 5,696,292        

Expenditures:

 Contract Service Fee:

  Current:

    Instruction:

      Basic programs 1,024,613        

      Added needs 706,872           

           Total instruction 1,731,485        

    Support services:
      Pupil 896,519           
      Instructional staff 12,430             

      General administration 763,952           

      School administration 459,509           

      Businesss 144,314           

      Operations/maintenance 1,223,912        

      Transportation  34,005             

      Central 383,056           

           Total support services 3,917,697        

   Interest 17,242 

   Community Service 76,371             

         Total expenditures 5,742,795        

Net change in fund balance (46,503)            

Fund balance:

     Beginning of year 205,993 

     End of year 159,490$         

Covenant House Academy Detroit

Statement of Revenues, Expenditures and Changes in Fund Balance

Governmental Fund

Year Ended June 30, 2017

The notes to the financial statements are an integral part of the statement.
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Net change in fund balance total governmental fund (46,503)$     

Amounts reported for governmental activities in the statement of activities are different

because:

Governmental funds report capital outlays as expenditures.

In the statement of activities, these costs are allocated over their estimated useful lives as 

depreciation and amortization.

Depreciation expense  (11,834)

Governmental funds report revenues when they are collected within 60 days after the year end.
    Revenues are recorded on the statement of activities when earned.  (26,324)

Change in net position of governmental activities (84,661)$     

Year Ended June 30, 2017

Covenant House Academy Detroit

Reconciliation of the Statement of Revenues,

Expenditures and Changes in Fund Balance of Governmental Fund

to the Statement of Activities

The notes to the financial statments are an integral part of this statement.

16



Covenant House Academy Detroit 

Notes to the Financial Statements 

June 30, 2017 

 

 

Note 1.  Summary of Significant Accounting Policies 

 

The accounting policies of Covenant House Academy Detroit (the Academy) conform to 

accounting principles generally accepted in the United States of America (GAAP) as applicable 

to governmental units.  The Governmental Accounting Standards Board (GASB) is the accepted 

standard-setting body for establishing governmental accounting and financial reporting 

principles.  The following is a summary of the significant accounting policies used by the 

Academy. 

 

A.  Reporting Entity 

 

The Academy is a public school academy as part of the Michigan Public School System under 

Public Act No. 362 of 1993 and is subject to the leadership and general supervision of the State 

Board of Education.  Grand Valley State University is the authorizing body of the Academy and 

has contracted with the Academy to charter the public school academy for a period of seven 

years expiring June 30, 2020.  The Academy’s school board is approved by the authorizing body 

and is authorized to manage the property and affairs of the Academy.  The Academy receives 

funding from local, state, and federal government sources and must comply with all the 

requirements of these funding source entities.  The Academy does not include any other 

component unit within its financial statements as defined in Governmental Accounting Standards 

Board Statement Nos. 14 and 39. 

 

On July 1, 2013, Covenant House Academy Detroit (the Academy), formerly known as 

Covenant House Academy Central, entered into a statutory merger with Covenant House 

Academy East and Covenant House Academy Southwest, with the Academy as the surviving 

entity. The name was changed to Covenant House Academy Detroit and beginning balances 

include those of all three academies. 

 

B.  Government-Wide and Fund Financial Statements 

 

The government-wide financial statements (i.e., the statement of net position and the statement 

of activities) report information on all of the non-fiduciary activities of the Academy.  For the 

most part, the effect of interfund activity has been removed from these statements.  The 

government-wide financial statements categorize primary activities as either governmental or 

business type.  All of the Academy’s activities are classified as governmental activities.  

 

The statement of activities demonstrates the degree to which the direct expenses of a given 

function or segment are offset by program revenues.  Direct expenses are those that are clearly 

identifiable with a specific function or segment.  Program revenues include 1) charges paid by 

recipients who purchase, use or directly benefit from goods or services by a given function or 

segment and 2) grants and contributions that are restricted to meeting the operational or capital 

requirements of a particular function or segment.  State Foundation Aid, certain revenue from the 

17



Covenant House Academy Detroit 

Notes to the Financial Statements 

June 30, 2017 

(Continued) 
 
 

intermediate school district and other unrestricted items are not included as program revenues 

but instead as general revenues. 

 

In the government-wide statement of net position, the governmental activities column is 

presented on a consolidated basis, and is reported on a full accrual, economic resource basis 

which recognizes all long-term assets and receivables as well as long-term debt and obligations.  

The Academy first utilizes restricted resources to finance qualifying activities. 

 

The government-wide statement of activities reports both the gross and net cost of each of the 

Academy’s functions.  The functions are also supported by general government revenues (State 

Foundation Aid, certain intergovernmental revenues, investment income and other revenue).  

The statement of activities reduces gross expenses by related program revenues and operating 

grants.  Program revenues must be directly associated with the function.  Operating grants 

include operating-specific and discretionary (either operating or capital) grants. 

 

The net costs (by function) are normally covered by general revenue (State Foundation Aid, 

intermediate district sources, interest income and other revenues). 

 

The Academy does not allocate indirect costs. 

 

This government-wide focus is more on the sustainability of the Academy as an entity and the 

change in the Academy’s net position resulting from the current year’s activities.  

 

Separate financial statements are provided for governmental funds.  Major individual 

governmental funds are reported as separate columns in the fund financial statements.   

 

Governmental Funds - Governmental funds are those funds through which most Academy 

functions typically are financed.  The acquisition, use and balances of the Academy’s expendable 

financial resources and the related current liabilities are accounted for through governmental 

funds. 

 

The Academy reports the following major fund: 

  

 The General Fund is the Academy’s primary operating fund.  It accounts for all 

 financial resources of the Academy, except those required to be accounted for in another 

 fund. 
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Covenant House Academy Detroit 

Notes to the Financial Statements 

June 30, 2017 

(Continued) 
 
 

C.  Measurement Focus, Basis of Accounting and Basis of Presentation 

 

Accrual Method 

 

The government-wide financial statements are reported using the economic resources 

measurement focus and the accrual basis of accounting.  Revenues are recorded when earned 

and expenses are recorded when a liability is incurred, regardless of the timing of related cash 

flows.  Grants and similar items are recognized as revenue as soon as all eligibility requirements 

imposed by the provider have been met. 

 

Private sector standards of accounting and financial reporting issued prior to December 1, 1989, 

generally are followed in the government-wide financial statements to the extent that those 

standards do not conflict with or contradict guidance of the Government Accounting Standards 

Board.   

 

Modified Accrual Method 
 

Governmental fund financial statements are reported using the current financial resources 

measurement focus and the modified accrual basis of accounting.  Revenues are recognized as 

soon as they are both measurable and available.  Revenues are considered to be available when 

they are collectible within the current period or soon enough thereafter to pay liabilities of the 

current period.  For this purpose, the Academy considers revenues to be available if they are 

collected within 60 days of the end of the current fiscal period.  Expenditures generally are 

recorded when a liability is incurred, as under accrual accounting.  However, debt service 

expenditures, as well as expenditures related to compensated absences and claims and 

judgments, if any, are recorded only when payment is due. 

 

State and federal aid and interest associated with the current fiscal period are all considered to be 

susceptible to accrual and so have been recognized as revenues of the current fiscal period.  All 

other revenue items are considered to be measurable and available only when cash is received by 

the Academy. 

 

State Revenue 
 

The State of Michigan utilizes a foundation grant approach, which provides for a specific annual 

amount of revenue per pupil based on a statewide formula.  The foundation is funded from state 

and local sources.  Revenues from state sources are primarily governed by the School Aid Act 

and the School Code of Michigan.  The Michigan Department of Education administers the 

allocation of state funds to charter schools based on information supplied by the schools.  For the 

year June 30, 2017, the foundation allowance was based on the pupil membership counts taken 

in October of 2016 and February of 2016. 
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Covenant House Academy Detroit 

Notes to the Financial Statements 

June 30, 2017 

(Continued) 
 
 

The state portion of the foundation is provided primarily by a state education property tax 

millage of 6 mills on Principal Residence Exemption (PRE) property and an allocated portion of 

state sales and other taxes.  The state revenue is recognized during the foundation period and is 

funded through payments from October, 2016 to August, 2017.  Thus, the unpaid portion at June 

30 is reported as due from other governmental units.  

 

The Academy also receives revenue from the State to administer certain categorical education 

programs.  State rules required that revenue earmarked for these programs be expended for its 

specific purpose.  Categorical funds received, which are not expended by the close of the fiscal 

year, are recorded as unearned revenue. 

 

Expenditure-driven grants are recognized as revenue when the qualifying expenditures have been 

incurred and all other grant requirements have been met. 

 

D.  Other Accounting Policies 
 

1.   Deposits and Investments 

 

The Academy’s cash and cash equivalents are considered to be cash on hand, demand deposits 

and short-term investments with original maturities of three months or less from the date of 

acquisition. The Academy reports its investments in accordance with GASB Statement No. 31, 

Accounting and Financial Reporting for Certain Investments and for External Investment Pools 

and GASB Statement No. 40, Deposit and Investment Risk Disclosures.  Under these standards, 

certain investments are valued at fair value as determined by quoted market prices or by 

estimated fair values when quoted market prices are not available.  The standards also provide 

that certain investments are valued at cost (or amortized cost) when they are of a short-term 

duration, the rate of return is fixed, and the Academy intends to hold the investment until 

maturity. 

 

State statutes authorize the Academy to invest in bonds and other direct and certain indirect 

obligations of the U.S. Treasury; certificates of deposit, savings accounts, deposit accounts, or 

depository receipts of a bank, savings and loan association, or credit union, which is a member of 

the Federal Deposit Insurance Corporation or National Credit Union Administration, 

respectively; in commercial paper rated at the time of purchase within the three highest 

classifications established by not less than two standard rating services and which matures not 

more than 270 days after the date of purchase.  The Academy is also authorized to invest in U.S. 

Government or federal agency obligation repurchase agreements, bankers’ acceptances of U.S. 

Banks, and mutual funds composed of investments as outlined above.  At June 30, 2017, the 

Academy had no investments. 
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2. Prepaid Items 

 

Certain payments to vendors reflect costs applicable to future accounting periods and are 

recorded as prepaid items in both the government-wide and fund financial statements.  At June 

30, 2016, there were no prepaid items. 

 

3. Capital Assets 

 

Capital assets, which include furniture and equipment, are reported in the applicable 

governmental activities column in the government-wide financial statements.  Capital assets are 

defined by the Academy as assets with an initial individual cost of more than $2,500 and an 

estimated useful life in excess of three years.  Such assets are recorded at historical cost or 

estimated historical cost if purchased or constructed.  Donated capital assets are recorded at 

estimated fair market value at the date of donation.  Costs or normal repair and maintenance that 

do not add to the value or materially extend asset life are not capitalized.  The Academy does not 

have infrastructure-type assets. 

 

All capital assets, except those purchased with Federal funds given directly to the Academy, are 

not recorded in the government-wide financial statements.  Per the management agreement at 

Note 7, capital assets purchased with state funds belong to the management company.   

 

Depreciation on all assets purchased with federal funds are depreciated using the straight-line 

method over the following useful lives: 

 

   Furniture and other equipment     5-10 years 

   Computers and Software           5 years 

 

4.  Deferred Outflows/Inflows 

 

In addition to assets, the statement of net position/balance sheet will sometimes report a separate 

section for deferred outflows of resources.  This separate financial statement element, deferred 

outflows of resources, represents a consumption of net position that applies to a future period(s) 

and so will not be recognized as an outflow of resources (expense/expenditure) until then.  The 

Academy does not have any outflows to report in the statement of net position/balance sheet as 

of June 30, 2017. 

 

In addition to liabilities, the statement of net position/balance sheet will sometimes report a 

separate section for deferred inflows of resources.  This separate financial statement element, 

deferred inflows of resources, represents an acquisition of net position that applies to a future 

period(s) and so will not be recognized as an inflow of resources (revenue) until then.  The 

Academy has deferred inflows to report related to unavailable revenue which is reported only on 

the governmental balance sheet as of June 30, 2017. The governmental funds report unavailable 
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revenue from grants. These amounts are deferred and recognized as an inflow of resources in the 

period that the amounts become available. 

 

5.  Government-wide Fund - Net Position 

 

Net position represents the difference between assets and deferred outflows of resources and 

liabilities and deferred inflows of resources.  Net Position consists of the following: 

 

Net investment in capital assets - consists of the historical cost of capital assets less 

accumulated depreciation and less any debt that remains outstanding that was used to 

finance those assets plus deferred outflows of resources less deferred inflows of resources 

related to those assets. 

 

Restricted net position – consists of assets that are restricted by the donor of a self-

sustaining endowment award for scholarships. 

 

Unrestricted net position – Consists of all other assets that do not meet the definition of 

“restricted” or “net investment in capital assets”. 

 

6. Governmental Fund Balances 

 

Accounting standards provide clearly defined fund balance categories to make the nature and 

extent of the constraints placed on the Academy’s fund balance more transparent.  The following 

classifications describe the relative strength of the spending constraints placed on the purposes 

for which resources can be used: 

 

Nonspendable fund balance – amounts that are not in a spendable form (such as inventory 

and prepaid expenditures) or are required to be maintained intact; 

 

Restricted fund balance – amounts constrained to specific purposes by their providers (such 

as grantors, bondholders, and higher levels of government), through constitutional 

provisions, or by enabling legislation; 

 

Committed fund balance – amounts constrained to specific purposes by a government itself, 

using the highest level of decision-making authority; to be reported as committed, amounts 

cannot be used for any other purposes unless the government takes the same highest level 

action to remove or change the constraint; 

 

Assigned fund balance – amounts a government intends to use for a specific purpose; intent 

can be expressed by the governing body or by an official or body to which the governing 

body delegates authority; 
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Unassigned – amounts that are available for any purpose; positive amounts reported only in 

the general fund. 

 

The Academy’s board establishes (and modifies or rescinds) fund balance commitments by 

passage of a resolution.  This is typically done through adoption and amendment of the budget.  

A fund balance commitment is further indicated in the budget document as a designation or 

commitment of a fund.  Assigned fund balance is established by the Academy’s board through 

adoption or amendment of the budget as intended for a specific purpose (such as the purchase of 

fixed assets, construction, debt service, or for other purposes). The Academy utilizes fund 

balance in the following order when an expenditure has been incurred for which more than one 

type of fund balance is available for the respective expenditure: Restricted, Committed, 

Assigned, Unassigned. 

 

In the general fund, the Academy strives to maintain an unassigned fund balance to be used for 

unanticipated emergencies. 

 

7. Use of Estimates 

 

The process of preparing general purpose financial statements in conformity with accounting 

principles generally accepted in the United States of America requires the use of estimates and 

assumptions regarding certain types of assets, liabilities, revenues, and expenditures.  Such 

estimates primarily relate to unsettled transactions and events as of the date of the financial 

statements.  Accordingly, upon settlement, actual results may differ from estimated amounts. 

 

Note 2.  Stewardship, Compliance and Accountability 

 

Budgets are adopted on a basis consistent with accounting principles generally accepted in the 

United States of America, except for capital outlay, which is reported in the function or activity 

services.  Annual appropriated budgets are adopted for the general fund.  All unexpended 

appropriations lapse at fiscal year end.  The Academy maintains a formalized encumbrance 

accounting system. 

 

The Academy follows these procedures in establishing the budgetary data reflected in the 

financial statements:  

 

A. The Management Company submits to the School Board a proposed operating budget for the 

fiscal year commencing on July 1.  The operating budget includes proposed expenditures and 

the means of financing them.  The level of control for the budgets is at the functional level as 

set forth in the combined statement of revenues, expenditures and changes in fund balances – 

budget and actual – general fund.  

 

B. Public hearings are conducted to obtain local public comments. 
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C. Prior to July 1, the budget is legally adopted by School Board resolution pursuant to the 

Uniform Budgeting and Accounting Act (1968 PA2).  The Act requires that the budget be 

amended prior to the end of the fiscal year when necessary to adjust appropriations if it 

appears that revenues and other financing sources will be less than anticipated or so that 

expenditures will not be in excess of original estimates.  

 

 Expenditures shall not be made or incurred, unless authorized in the budget, or in excess of 

the amount appropriated.  Any expenditures in violation of the budgeting act are disclosed as 

unfavorable variances in the budgetary comparison schedule – general fund.  

 

D. The Board adopts the budget at a functional level. 

 

E. Formal budgetary integration is employed as a management control device during the year 

for the general fund.  

 

F. The budget, as presented, has been amended.  Supplemental appropriations were made 

during the year with the last one approved prior to June 30th. 

 

G.  Excess of expenditures over appropriations. 

 

For the fiscal year ended June 30, 2017, expenditures exceeded appropriations in the following 

general fund: 

 

Amount by which

expenditures

exceeded 

Function-General Fund appropriations

Instruction - Basic Programs 34,613$              

Instruction: Added Needs 87,852                

Supports Services - Pupil 146,519              

Support Services - General Administration 57,608                

Support Services - School Administration 9,509                  

Support Services - Operations/Maintenance 123,912              

Support Services - Central 43,056                
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Note 3.  Deposits  

 

Custodial Credit Risk - Deposits 

 

In the case of deposits, this is the risk that in the event of a bank failure, the Academy’s deposits 

may not be returned to it.  The Academy’s deposit policy requires that financial institutions be 

evaluated and only those with an acceptable risk level for custodial risk are used for the 

Academy’s deposits.  As of June 30, 2017, the Academy’s bank balance of $651,591 was 

exposed to custodial credit risk in the amount of $401,591 because $250,000 was insured by the 

FDIC.   

 

Note 4.  Receivables 

 

Amounts due from other governmental units were as follows: 

 

General

July State Aid 416,972$     

August State Aid 507,219       

Federal Grant Receivable 31,640         

Total Net Receivables 955,831$     

 
All amounts due were deemed collectible as of June 30, 2017. 
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Note 5.  Capital Assets 

 

Capital asset activity for the Academy for the current fiscal year was as follows: 

 

Balance Balance

Capital assets being depreciated: July 1, 2016 Additions Deletions June 30, 2016

  Computers and software 714,530$      -$              -$            714,530$       

  Furniture and equipment 223,086        -                -              223,086         

      Subtotal 937,616        -                -              937,616         

Accumulated Depreciation

  Computers and software 702,696        11,834      -              714,530         

  Furniture and equipment 223,086        -                -              223,086         

      Subtotal 925,782        11,834      -              937,616         

Net capital assets being depreciated 11,834$        11,834$    -$            -$                   

 
Depreciation for the fiscal year ended June 30, 2017 amounted to $11,834.   

 

The Academy’s depreciation expenditures were distributed to the following functions: 

 

Instruction Basic Programs 11,834$               

 
Note 6.  Note Payable – Revenue Anticipation Note 

 

Revenue anticipation notes are secured by the future receipt of state aid payments.  At June 30, 

2017, the Academy had $125,312 outstanding in revenue anticipation notes at 4.25 % which 

matured on August 21, 2017.  Total interest charged for the year was $17,142.  
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The following is a summary of revenue anticipation notes of the Academy for the year ended 

June 30, 2017. 

 

 

Balance Balance

July 1, 2016 Additions Reductions June 30, 2017

2015-2016 53,701$        -$                53,701$        -$                

2016-2017 -                  700,000        574,688        125,312        

Totals 53,701$        700,000$      628,389$      125,312$      

 
Note 7.  Management Agreement 

 

On July 1, 2013, the Academy entered into an amended management agreement with Youth 

Vision Solutions, a non-profit organization. The term of the contract shall continue until June 30, 

2020. 

 

Under the terms of the agreement, Youth Vision Solutions shall receive all revenues as its 

management fee from which it shall pay all operating costs of the Academy as detailed in the 

budget.  Such operating expenses shall include an administrative fee of 3% payable to the 

Authorizer.  Youth Vision Solutions shall pay back to the Board Spending Account, an amount 

equal to 2% of state per pupil aid reflected in the budget.                                                                      

 

Note 8.  Oversight Fees 

 

On March 6, 2015, the Academy entered into a new five year contract with the Grand Valley 

State University (GVSU) to charter a public school academy.  The contract with GVSU will 

expire on June 30, 2020.  The contract requires the Academy to act exclusively as a 

governmental agency and not undertake any action inconsistent with its status as an entity 

authorized to receive state school aid funds pursuant to the state constitution.  The GVSU is the 

fiscal agent for the Academy and is responsible for overseeing the Academy’s compliance with 

the contract and all applicable laws.  The Academy pays GVSU three percent of the state aid 

discretionary payment as administrative fees. The total administrative fees for the year ended 

June 30, 2017, to GVSU, was approximately $125,522. 
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Note 9.  Building Leases 

 

The following leases are executed for purposes of operating a charter school building to house 

the student body of the three high school locations and the Academy administration. 

 

Martin Luther King Jr. Blvd. Campus 

 

On February 3, 2015, the Academy entered into an amended sublease agreement with Covenant 

House Michigan through June 30, 2020 at $17,668 per month. Beginning in January 2016 

Covenant House of Michigan reduced the rent by 10% to $15,901 for the remainder of the 2016 

calendar year. This sublease is subordinate to the terms of the lease between Covenant House 

Michigan (Lessee) and the Archbishop of the Archdiocese of Detroit, (Landlord).  The Academy 

paid $190,812 in lease expense for the year ended June 30, 2017. 

 

Geothe Campus 

 

On February 3, 2015, the Academy entered into amended lease agreement with Covenant House 

Michigan through June 30, 2016 at $23,975 per month. Beginning in January 2016 Covenant 

House of Michigan reduced the rent by 10% to $21,578 for the remainder of the 2016 calendar 

year and through June 2017. The Academy paid $258,936 in lease expense for the year ended 

June 30, 2017 

.  

25
th

 Street Campus 

 

On February 3, 2015, the Academy entered into an amended lease agreement with Covenant 

House Michigan through June 30, 2020 at $21,667 per month. Beginning in January 2016 

Covenant House of Michigan reduced the rent by 10% to $19,500 for the remainder of the 2016 

calendar year. One rent payment for the year was reduced to $18,362 for a check cashed by the 

vendor and reduced from the rent.  The Academy paid $232,863 in lease expense for the year 

ended June 30, 2017. 

 

The future minimum rental payments for the balance of the leases are: 

 

Year Ending Martin Luther King Jr. Geothe 25th Street

June 30, Blvd. Campus Campus Campus Total

2018 212,016                     287,700       260,000       759,716       

2019 212,016                     287,700       260,000       759,716       

2020 212,016                     287,700       260,000       759,716       

636,048$                   863,100$     780,000$     2,279,148$  
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Note 10.  Risk Management  
 

The Academy is exposed to various risks of loss related to property loss, torts, errors and 

omissions, employee injuries (workers’ compensation), as well as medical benefits provided to 

employees.  The risk of employee injuries and medical benefits for employees of the 

management company is covered by insurance held by the management company discussed in 

Note 7.  The Academy has purchased commercial insurance for all other claims.  Settled claims 

relating to the commercial insurance have not exceeded the amount of insurance coverage since 

inception. 

 

Note 11.  Contingencies 

 

The Academy received financial assistance from federal and state agencies in the form of 

grants. The disbursement of funds received under these programs generally requires compliance 

with terms and conditions specified in the grant agreements and are subject to audit by grantor 

agencies. Any disallowed claims resulting from such audits could become a liability of the 

general fund or other applicable funds.  However, in the opinion of management, any such 

disallowed claims will not have a material adverse effect on the overall financial position of the 

Academy at June 30, 2017. 

 

Note 12.  Subsequent Event 

 

In August 2017, the Academy issued a Revenue Anticipation Note in the amount of $440,000 to 

assist in the operation cash flows prior to the receipt of state aid payments for the 2017-2018 

school year.  The note is secured by the future receipt of state aid payments. 
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Variance with

final budget

Original Final Favorable

Budget Budget Actual (Unfavorable)

Revenues:

  Local sources 7,500$       72,000$       15,211$       (56,789)$      

  Intermediate Sources 7,500         -                   -                   -                   

  State sources 5,364,660 4,499,310 4,700,124 200,814       

  Federal sources 785,000     918,000       980,957 62,957         

Total revenues 6,164,660 5,489,310 5,696,292 206,982 

  

Expenditures:

  Current:

   Instruction:

    Basic programs 1,300,000 990,000       1,024,613    (34,613)        

    Added needs 550,000 619,020 706,872 (87,852)        

Total instruction 1,850,000 1,609,020 1,731,485  (122,465)

   Support services:

    Pupil 672,114     750,000       896,519 (146,519)      

    Board of EducationInstructional staff 336,674     200,000       12,430 187,570       

    General administration 517,228     706,344       763,952 (57,608)        
    School administration 528,297     450,000       459,509 (9,509)          

    Business 220,375     150,000       144,314 5,686           

    Operations/maintenance 1,455,161 1,100,000    1,223,912 (123,912)      
    Transportation 41,213       40,000         34,005 5,995           

    Central 276,031     340,000       383,056 (43,056)        

Interest 7,500         17,142         17,242 -                   

Capital Outlay 145,000     -                    - -                   
Total support services 4,199,593 3,753,486 3,934,939  (181,453)

  Community Service 106,458     126,804       76,371 50,433         

Total expenditures 6,156,051 5,489,310 5,742,795  (253,485)

Net change in fund balance 8,609  -  (46,503)  (46,503)

Fund balance:

Beginning of year 205,993 205,993 205,993 -                   

End of year 214,602$  205,993$     159,490$     (46,503)$      

Covenant House Academy Detroit

Budgetary Comparison Schedule

General Fund

Year Ended June 30, 2017
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(Deferred) Federal Funds/ 14-15 (Deferred)

Federal Approved (Memo Only) Accrued Payments TRIG Accrued

CFDA Grant Award Prior Year Revenue  In-kind Overpymt Federal Revenue at

Number Amount Expenditures 7/1/2017 Received Intercepted Expenditures 6/30/2017

Clusters:

Special Education Cluster:

US Department of Education:

Passed through the Wayne County - RESA:

IDEA:

IDEA Part B

Project number -01011 (2015-2016) 84.027A 109,260.00      PY 109,260.00     PY 16,666.00     PY 16,666.00         PY -                

Project number -01011 (2016-2017) 84.027A 143,640.00      -                  -                125,105.00       N-8 143,640.00       N-8.2 18,535.00     H-10

Total Special Education 252,900.00      109,260.00     16,666.00     141,771.00       143,640.00       18,535.00     

Total Direct Programs 252,900.00      109,260.00     16,666.00     141,771.00       143,640.00       18,535.00     

U.S. Department of Education:

Passed through the Michigan Department of Education:

Title I, Part A

Grant # 161530 1516  (2015-2016) 84.010 717,254.00      N-5 506,733.00     PY 26,324.00     PY 18,604.00         N-5 N-9 -                

Grant # 171530 1617  (2016-2017) 84.010 797,657.00      N-5 -                  -                727,121.14       N-5 738,679.45       N-10 11,558.31     H-10

Improving Basic Programs 1,514,911.00   506,733.00     26,324.00     745,725.14       738,679.45       11,558.31     

Title II, Part A

Grant # 160520 1516 (2015-2016) 84.367 116,254.00      N-6 24,149.00       PY PY N-6 N-12 -                

Grant # 170520 1617 (2016-2017) 84.367 112,401.00      N-6 -                  -                97,092.00         N-6 98,638.35         N-13 1,546.35       H-10

Improving Teacher Quality 228,655.00      24,149.00       -                97,092.00         98,638.35         1,546.35       

Total Noncluster Programs Passed Through the

Michigan Department of Education 1,743,566.00   530,882.00     26,324.00     842,817.14       837,317.80       13,104.66     

TRIG OVERPAYMENT INTERCEPTED WITH TITLE I PYMNT 7,720

   (STATE GRANT NO CFDA)

7,720.00  

Total Federal Awards 1,996,466.00   640,142.00     42,990.00     984,588.14       7,720.00  980,957.80       31,639.66     

Total Federal Expenditures 980,958$          

Plus: Prior-year Unavailable 26,324              N-2.4

Less: Current Unavailable (26,324)             H-12

Total Federal Revenue 980,958$          

Check Figure 31,639.66    

CHA Detroit

Schedule of Expenditures of Federal Awards

For the Year Ended June 30, 2017

Program Title/Project Number Subrecipient Name
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER 

FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS 

 BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED 

IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 

 

 

Covenant House Academy Detroit 

1450 – 25
th

 St.   

Detroit, MI 48216 

 

 

We have audited, in accordance with the auditing standards generally accepted in the United States of 

America and the standards applicable to financial audits contained in Government Auditing Standards 

issued by the Comptroller General of the United States, the financial statements of the governmental 

activities, each major fund, and the aggregate remaining fund information of Covenant House Academy 

Detroit, as of and for the year ended June 30, 2017, and the related notes to the financial statements, 

which collectively comprise Covenant House Academy Detroit ‘s basic financial statements, and have 

issued our report thereon dated October 26, 2017. 

 

Internal Control over Financial Reporting 

 

In planning and performing our audit of the financial statements, we considered Covenant House 

Academy Detroit’s internal control over financial reporting (internal control) to determine the audit 

procedures that are appropriate in the circumstances for the purposes of expressing our opinions on the 

financial statements, but not for the purpose of expressing an opinion on the effectiveness of Covenant 

House Academy Detroit’s internal control.  Accordingly, we do not express an opinion on the 

effectiveness of Covenant House Academy Detroit’s internal control. 

 

A deficiency in internal control exists when the design or operation of a control does not allow 

management or employees, in the normal course of performing their assigned functions, to prevent, or 

detect and correct, misstatements on a timely basis.  A material weakness is a deficiency, or a 

combination of deficiencies, in internal control, such that there is a reasonable possibility that a material 

misstatement if the entity’s financial statements will not be prevented, or detected and corrected on 

timely basis.  A significant deficiency is a deficiency or a combination of deficiencies, in internal control 
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that is less severe than a material weakness, yet important enough to merit attention by those charged 

with governance. 

 

Our consideration of internal control was for the limited purpose described in the first paragraph of this 

section and was not designed to identify all deficiencies in internal control that might be material 

weaknesses or, significant deficiencies.  Given these limitations, during our audit we did not identify any 

deficiencies in internal control that we consider to be material weaknesses. However, material 

weaknesses may exist that have not been identified. 

 

Compliance and Other Matters 

 

As part of the obtaining reasonable assurance about whether Covenant House Academy Detroit’s 

financial statements are free from material misstatement, we performed tests of its compliance with 

certain provisions of laws, regulations, contracts, and grant agreements, noncompliance with which 

could have a direct and material effect on the determination of financial statement amounts.  However, 

providing an opinion on compliance with those provisions was not an objective of our audit, and 

accordingly, we do not express such an opinion.  The results of our tests disclosed no instances of 

noncompliance or other matters that are required to be reported under Government Auditing Standards. 

 

Purpose of this Report 

 

The purpose of this report is solely to describe the scope of our testing of internal control and 

compliance and the results of that testing, and to provide an opinion on the effectiveness of the entity’s 

internal control or on compliance.  This report is an integral part of an audit performed in accordance 

with Government Auditing Standards in considering the entity’s internal control and compliance.  

Accordingly, this communication is not suitable for any other purpose. 

 

Darnell & Meyering, P.C. 

 
Taylor, Michigan 

October 26, 2017 
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR EACH 

MAJOR PROGRAM AND ON INTERNAL CONTROL OVER  

COMPLIANCE REQUIRED BY THE UNIFORM GUIDANCE 

 

 

Covenant House Academy Detroit 

1450 – 25
th

 Street 

Detroit, MI  48216 

 

Report on Compliance for Each Major Federal Program 
 

We have audited Covenant House Academy Detroit’s compliance with the types of compliance 

requirements described in the OMB Compliant Supplement that could have a direct and material 

effect on each of Covenant House Academy Detroit’s major federal programs for the year ended 

June 30, 2017.  Covenant House Academy Detroit’s major federal programs are identified in the 

summary of auditor’s results section of the accompanying schedule of findings and questioned 

costs. 

 

Management’s Responsibility 

 

Management is responsible for compliance with federal statutes, regulations, and the terms and 

conditions of its federal awards applicable to its federal programs. 

 

Auditor’s Responsibility 

 

Our responsibility is to express an opinion on compliance for each of Covenant House Academy 

Detroit’s major federal programs based on our audit of the types of compliance requirements 

referred to above.  We conducted our auditor of compliance in accordance with auditing 

standards generally accepted in the United States of America; the standards applicable to 

financial audits contained in Government Auditing Standards, issued by the Comptroller General 

of the United States; and the audit requirements of Title 2 U.S. Code of Federal Regulations Part 

200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for 

Federal Awards (Uniform Guidance).  Those standards and the Uniform Guidance require that 

we plan and perform the audit to obtain reasonable assurance about whether noncompliance with 

the types of compliance requirements referred to above that could have a direct and material 

effect on a major federal program occurred.  An audit includes examining, on a test basis, 

evidence about Covenant House Academy Detroit’s compliance with those requirements and 

performing such other procedures as we considered necessary in the circumstances. 

 

We believe that our audit provides a reasonable basis for our opinion on compliance for each 

major federal program.  However, our audit does not provide a legal determination of Covenant 

House Academy Detroit’s compliance. 
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Opinion on Each Major Federal Program 
 

In our opinion, Covenant House Academy Detroit complied, in all material respects, with the 

types of compliance requirements referred to above that could have a direct and material effect 

on each of its major federal programs for the year ended June 30, 2017. 

 

Report on Internal Control over Compliance 
 

Management of Covenant House Academy Detroit is responsible for establishing and 

maintaining effective internal control over compliance with the types of compliance 

requirements referred to above. 

 

In planning and performing our audit of compliance, we considered Covenant House Academy 

Detroit’s internal control over compliance with the types of requirements that could have a direct 

and material effect on each major federal program to determine the auditing procedures that are 

appropriate in the circumstances for the purpose of expressing an opinion on the effectiveness of 

internal control over compliance.  Accordingly, we do not express an opinion on the 

effectiveness of Covenant House Academy Detroit’s internal control over compliance. 

 

A deficiency in internal control over compliance exists when the design or operation of a control 

over compliance does not allow management or employees, in the normal course of performing 

their assigned functions, to prevent, or detect and correct noncompliance with a type of 

compliance requirement of a federal program on a timely basis.  A material weakness in internal 

control over compliance is a deficiency, or a combination of deficiencies, in internal control over 

compliance, such that there is a reasonable possibility that material noncompliance with a type of 

compliance requirement of a federal program will not be prevented, or detected and corrected, on 

a timely basis.  A significant deficiency in internal control over compliance is a deficiency, or a 

combination of deficiencies, in internal control over compliance with a type of compliance 

requirement of a federal program that is less severe than a material weakness in internal control 

over compliance, yet important enough to merit attention by those charged with governance. 

 

Our consideration of internal control over compliance was for the limited purpose described in 

the first paragraph of this section and was not designed to identify all deficiencies in internal 

control over compliance that might be material weaknesses or significant deficiencies.  We did 

not identify any deficiencies in internal control over compliance that we consider to be material 

weaknesses.  However, material weaknesses may exist that have not been identified. 

 

The purpose of this report on internal control over compliance is solely to describe the scope of 

our testing of internal control over compliance and the results of that testing based on the 

requirements of the Uniform Guidance, Accordingly, this report is not suitable for any other 

purpose. 

 

Darnell & Meyering, P.C.  

 
October 26, 2017 

Taylor, Michigan 
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COVENANT HOUSE ACADEMY DETROIT 

Schedule of Findings and Questioned Costs 

For the Year Ended June 30, 2017 

 

SUMMARY OF AUDITOR’S RESULTS 

 

 

Financial Statements 

Type of auditor’s report issued:  Unmodified 

 

Internal control over financial reporting: 

 Material weakness(es) identified?                       Yes      X  No 

 Significant deficiencies identified that are not 

      considered to be material weakness(es)?                       Yes            X  None  

                  reported 

Noncompliance material to financial statements noted?          Yes    X  No 

 

Federal Awards 

Internal control over major programs: 

 

 Material weakness (es) identified?              ____Yes    X  No 

 Significant deficiencies identified that are not 

      considered to be material weakness (es)?                      Yes    X  None  

                                    reported  

 

Type of auditor’s report issued on compliance for major programs:  Unmodified 

   

Any audit findings disclosed that are required  

  to be reported in accordance with  

 Section 2 CFR 200.516 (a)?              Yes     X   No 

 

Identification of major programs: 

 

CFDA Number(s)  Name of Federal Program or Cluster 

84.010    Title I, Part A 

 

Dollar threshold used to distinguish between 

type A and type B programs:     $750,000 

 

Auditee qualified as low-risk auditee?       X     Yes           No 

 

Federal Award Findings and Questioned Costs 

 

None. 
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COVENANT HOUSE ACADEMY DETROIT 

Summary Schedule of Prior Audit Findings 

For the Year Ended June 30, 2017 

 

 

 No single audit in prior year. 
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To the Board of Directors 

Covenant House Academy Detroit 

1450 – 25
th

 St. 

Detroit, Michigan  48216 

  

In planning and performing our audit of the financial statements, the governmental 

activities, the major fund (General Fund) and the aggregate remaining fund information 

of Covenant House Academy Detroit (the Academy) as of and for the year ended June 

30, 2017, in accordance with auditing standards generally accepted in the United States 

of America, we considered the Academy’s internal control over financial reporting 

(internal control) as a basis for designing audit procedures that are appropriate in the 

circumstances for the purpose of expressing our opinions on the financial statements, but 

not for the purpose of expressing an opinion on the effectiveness of the Academy’s 

internal control.  Accordingly, we do not express an opinion on the effectiveness of the 

Academy’s internal control. 

 

A deficiency in internal control exists when the design or operation of a control does not 

allow management or employees, in the normal course of performing their assigned 

functions, to prevent, or detect and correct misstatements on a timely basis.  A material 

weakness is a deficiency, or a combination of deficiencies, in internal control such that 

there is a reasonable possibility that a material misstatement of the Academy’s financial 

statements will not be prevented, or detected or corrected, on a timely basis.   

 

Our consideration of internal control was for the limited purpose described in the first 

paragraph and was not designed to identify all deficiencies in internal control that might 

be material weaknesses.  In addition, because of inherent limitations in internal control, 

including the possibility of management override of controls, misstatements due to error 

or fraud may occur and not be detected by such controls.  Given these limitations during 

our audit, we did not identify any deficiencies in internal control that we consider to be 

material weaknesses.  However, material weaknesses may exist that have not been 

identified. 

 

 

 

 



2017-01 Budget Violation 

 

Finding:  Actual expenses were more than budgeted expenses and the total general fund 

balance was less than what was budgeted. 

 

Recommendation:  The Uniform Budgeting and Accounting Act requires that the budget 

be amended prior to the end of the fiscal year to adjust appropriations if it appears that 

expenses will be more than anticipated and in excess of original estimates. 

 

Current Status: The Academy is not in compliance with the Uniform Budgeting and 

Accounting Act. 

 

This communication is intended solely for the information and use of Covenant House 

Academy Detroit, management, and others within the Academy, and is not intended to be 

and should not be used by anyone other than these specified parties. 

 

We appreciate the cooperation we received from your staff during our engagement and 

the opportunity to be of service. 

 

Very truly yours, 

 
Darnell & Meyering, P.C. 

October 26, 2017 
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To the Board of Directors 

Covenant House Academy Detroit 

1450 25
th

 Street 

Detroit, MI  48216 

       

We have audited the financial statements of the governmental activities and the major fund (General 

Fund) of Covenant House Academy Detroit (the Academy) for the year ended June 30, 2017.  

Professional standards require that we provide you with information about our responsibilities under 

generally accepted auditing standards and Government Auditing Standards, as well as certain 

information related to the planned scope and timing of our audit.  We have communicated such 

information in our letter to you dated September 15, 2017.  Professional standards also require that 

we communicate to you the following related to our audit. 

 

Significant Audit Findings 

 

Qualitative Aspects of Accounting Practices 

 

Management is responsible for the selection and use of appropriate accounting policies.  The 

significant accounting policies used by the Academy are described in Note 1 to the financial 

statements.  No new accounting policies were adopted and the application of existing policies was 

not changed during 2017.  We noted no transactions entered into by the Academy during the year 

for which there is a lack of authoritative guidance or consensus.  All significant transactions have 

been recognized in the financial statements in the proper period. 

 

Accounting estimates are an integral part of the financial statements prepared by management 

and are based on management's knowledge and experience about past and current events and 

assumptions about future events.  Certain accounting estimates are particularly sensitive because 

of their significance to the financial statements and because of the possibility that future events 

affecting them may differ significantly from those expected. We did not identify any sensitive 

estimates. 

 



Covenant House Academy Detroit 

October 26, 2017 
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Certain financial statement disclosures are particularly sensitive because of their significance to 

financial statement users. We did not identify any sensitive disclosures. 

 

The financial statement disclosures are neutral, consistent, and clear. 

 

Difficulties Encountered in Performing the Audit 

 

None. 

 

Corrected and Uncorrected Misstatements 

 

Professional standards require us to accumulate all known and likely misstatements identified 

during the audit, other than those that are trivial, and communicate them to the appropriate level 

of management. Management has corrected all such misstatements.  

 

Disagreements with Management 

 

For purposes of this letter, a disagreement with management as a financial accounting, reporting, or 

auditing matter, whether or not resolved to our satisfaction that could be significant to the financial 

statements or the auditor’s report.  We are pleased to report that no such disagreements arose during 

the course of our audit. 

 

Management Representations 

 

We have requested certain representations from management that are included in the management 

representation letter dated October 26, 2017. 

 

Management Consultations with Other Independent Accountants 

 

In some cases, management may decide to consult with other accountants about auditing and 

accounting matters, similar to obtaining a “second opinion” on certain situations.  If a 

consultation involves application of an accounting principle to the Academy’s financial 

statements or a determination of the type of auditor's opinion that may be expressed on those 

statements, our professional standards require the consulting accountant to check with us to 

determine that the consultant has all the relevant facts.  To our knowledge, there were no such 

consultations with other accountants. 
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Other Audit Findings or Issues 

 

We generally discuss a variety of matters, including the application of accounting principles and 

auditing standards, with management each year prior to retention as the Academy’s auditors.  

However, these discussions occurred in the normal course of our professional relationship and our 

responses were not a condition to our retention.   

 

Other Matters 

 

We applied certain limited procedures to the Management’s Discussion and Analysis and 

Budgetary Comparison information, which are required supplementary information (RSI) that 

supplements the basic financial statements.  Our procedures consisted of inquiries of management 

regarding the methods of preparing the information and comparing the information for consistency 

with management’s responses to our inquiries, the basic financial statements, and other knowledge 

we obtained during our audit of the basic financial statements.  We did not audit the RSI and do not 

express an opinion or provide any assurance on the RSI. 

 

Restriction on Use 

 

This information is intended solely for the use of the Board of Directors and management of 

Covenant House Academy Detroit and is not intended to be and should not be used by anyone 

other than these specified parties. 

 

Very truly yours, 

 
Darnell & Meyering, P.C. 
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